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Previous scholars argue that human resource practices advance valuable 
knowledge what could be reflected positively on innovations. Accordingly, we 
empirically investigate whether human resource related practices such as top 
management support and regularity of employees meetings are related to profit 
generated by the innovation activities. Using survey data of Montenegrin firms, we 
find that firms in which top management supports employees’ idea and have 
regular employees meetings related to innovation activities are likely to report higher 
profit generated by innovations. Therefore, our results underline the crucial role of 
human resource practices in the process of innovation that generates profitability for 
firms. 
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Introduction  
Innovation is recognized as key to economic progress because it drives to improved 
productivity and competitive gains (Pekovic and Galia, 2009). Similarly, scholars also 
argue that firms engage in innovation are motivated by number of reasons such as 
products, markets, efficiency, quality or the ability to learn and to implement 
changes. OECD (2005) defines innovation as the introduction of new products 
and/or services, a new marketing plan, a new process, or a new organisational 
method for business practice relating to internal or external relations of business 
(OECD, 2005). 
 Due its importance for economic growth, the literature examines and distinguishes 
three dimensions enhancing innovation, such as: factor conditions (human 
resources, basic research infrastructure, information infrastructure and the supply of 
capital risk), supporting environment (competition, innovation incentives, presence 
of clusters, and local suppliers) and demand conditions (sophisticated customers, 
anticipated needs) (e.g. Pekovic and Galia, 2009). What more, Youndt et al. (1996) 
acknowledge particular importance to employees for innovation activities 
development. Actually, it is considered that human capital is more likely to produce 
a competitive advantage because they are difficult to imitate. Consequently, it is 
important to identify the human resources factors that lead firms to generate more 
value from their innovations. As argued by Cheng and Huang (2009) human 
resource (HR) practices are the most important tool by which firms can shape the 
skills, attitudes and behaviour of employees to do their work what would be 










that HR activities play a central role in linking employee capabilities with the firms’ 
performance.  Therefore, employees working under HR practices represent a source 
of competitive advantages.  These practices encompass various job characteristics 
including job rotation, learning across tasks, teamwork, decentralization of 
responsibility, top managers support, worker participation in decision making, etc.  
Previous scholars confirm the positive relationship between HR practices and firm 
performance (e.g. Youndt et al. 1996; Huselid et al., 1997; Ichniowski et al., 1997). 
However, less is known concerning HR practices and innovation performance 
(Laursen and Foss, 2003; Cheng and Huang, 2009). The rational for positive relation 
between HR practices and innovation could be based on the fact that HR practices 
through the capacity in knowledge acquisition, sharing, and application generate 
positive effects on innovation performance (Cheng and Huang, 2009).  Employing 
sample of 146 firms, Cheng and Huang (2009) support the positive relationship 
between HR practices and innovation. The authors suggest that managers need to 
actively enhance human capital through variety of HR practices. Similarly, estimating 
an empirical model of innovation performance, using data from a Danish survey of 
1,900 business firms, Laursen and Foss (2003) identify two HRM systems which are 
conducive to innovation. Moreover, Beugelsdijk (2008) worked on a sample of 988 
Dutch firms and found that task autonomy, training and performance-based pay 
are important for generating incremental innovations. Regarding radical innovations, 
the author’s results underline the importance of task autonomy and flexible working 
hours.  
 Our focus in this research is on the innovation effects of HR practices. In particular, 
this paper will examine the impact of two HR practices namely top management 
support and employee’s meeting regularity on profit generated by innovation on the 
sample of Montenegrin firms. Our contribution is to add to the emerging theoretical 
and empirical research on innovation management as well as on human resource 
management. Moreover, understanding what HR practices drives innovation 
performance in Montenegro is crucial since it could help firms to achieve better 
employment of innovation capabilities what would result in higher levels of 
productivity and at the same time economic growth. 
 The outline of this paper is as follows: data and empirical methodology description 
to investigate the relationships between HR practices and innovation is provided in 





The data is extracted from a Montenegrin survey which is created by the Centre for 
Quality in Montenegro.  The main objective of the survey is to obtain information 
concerning firms’ behaviour regarding innovation activities in Montenegro. The 
questionnaire contains 31 questions. The survey was conducted in different 
geographical areas of Montenegro (north, centre and south), from September to 
the end of December 2011. The time allocated for employees to complete the 
questionnaire was not limited but it took approximately 5 days. The number of firms 
that have answered the questionnaire is 120.  
 
Dependent and Independent Variables 
Profit generated by the Innovations.  In order to assess innovation, it is important to 










innovation activity (Rogers, 1998). Generally, the key output of innovation activity is 
the firm’s success which may be defined as profits, market share, productivity, etc. 
Therefore, in this paper the dependent variable presents output of innovation 
activity.  More precisely, the dependent variable denoted Profit generated by the 
Innovations presents dummy variable which equals 1 if the firm has generated profit 
from innovation activities more or equals to the mean of the sample used (mean= 
2.184874). 
 Top Management Support. To test our main hypothesis of the paper, namely that 
HR practices are positively associated with innovation performance, we use variable 
named Top Management Support coded 1 if respond completely agree or agree 
that top managers consider and accept suggestions and ideas from employees. 
Regularity of Employees Meeting. The second variable that represents HR practices is 
Regularity of Employees Meetings which is count variable going from (1) employee 
has never meetings to (5) employee has weekly meeting relating innovation. 
 In order to control for firm-level heterogeneity, our analysis includes variables 
representing firm characteristics such as size and sector of activity (e.g. Pekovic and 
Galia, 2009). No problem of multi-colinearity was detected among variables.  
 
Estimation Strategy 
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(1) 
where iX  represents the vector of variables for innovation (Top Management 
Support, Regularity of Employees Meeting, Size and Sector of Activity); 1 4 −  are 
slope coefficients to be estimated and   and   are the intercept and the 
disturbance term, respectively. The interpretation of the latent variable in this kind of 
model is typically that of an overall net gain (or profit) originating from HR practices. 
 The model of firms’ choice to invest in HR practices is stated as a discrete-choice 










    (2) 
 We specified logistic distributions for   and maximized the log-likelihood of the 




Logit estimation results are presented in Table 1. The fit is reasonable with an adjusted 












The estimated results concerning the relationship between HR practices and Profit    
generated by the Innovations 
 
 Profit generated by the 
Innovations 
Variables Estimate z-value 
Intercept -3.31 *** -4.28 
Top Management Support 0.92* 1.87 
Regularity of Employees Meeting 0.37*** 2.37 
Size 0.00 -1.06 
Manufacturing 1.16* 1.84 
Construction 1.29 1.58 
Trade 1.79*** 2.71 
R2 
LR chi2(6)  
Prob > chi2  
Log likelihood  







Note: (*), (**), (***) indicate parameter significance at the 10, 5 and 1 per cent level, respectively. 
Sector reference:  Service sector 
Source: Authors 
 
 The results show that our hypothesized positive relationship between Top 
Management Support and Profit generated by the Innovation was supported ( = 
0.92; p< 0.10). Furthermore, we proposed a positive relationship between Regularity 
of Employees Meeting and innovation what was also supported (  = 0.37; p < 0.05).  
 In sum, the empirical results revealed consistent evidence regarding the 
relationship between two HR practices and innovation performance. The findings 
are going in the same direction as those from Laursen and Foss (2003), Beugelsdijk 
(2008) and Cheng and Huang (2009) who found the positive link between HR 
practices and innovation. 
 However, we may notice that significance level is higher when looking the 
relationship between Regularity of Employees Meeting and innovation then 
between Top Management Support and innovation performance. Consequently, 
we may argue that Regularity of Employees Meeting is more important for 
generating profit from innovation in Montenegrin firms. A potential explanation for 
this is that regular meetings may further improve employee’s knowledge and process 
related to information sharing.  
 Turning to control variables we may notice that size and being in construction 
sector do not influence innovation while being in manufacturing and trade sector 
increases firm’s probability to generate profit from innovation activities.  
 
Conclusion 
The purpose of this study is to examine direct approach to HR practices and 
innovation performance in Montenegrin firms. More precisely, we use two measures 
for HR practices: Top Management Support and Regularity of Employees Meetings. 










generated by the innovation activities. Accordingly, this study enriches our 
understanding of how Montenegrin firms could motivate their employees in order to 
improve their innovation activities. Notwithstanding, comparing the significance 
level, our results reveal that Regularity of Employees Meetings are more important for 
innovation than Top Management Support what we explained by the fact that 
having regular meetings broader range of knowledge and information therefore 
improve innovation performance. 
 The obtained findings provide insights that are relevant to managers in 
Montenegrin firms. Mangers should be aware that HR practices are valuable assets 
that could help firm to improve its innovation performance what could result in 
improved sustainable competitive advantages. Therefore, managers should invest 
more energy to create working environment that enhance HR practices. 
 The limitations of this study point to several issues for future research avenues. First, 
we use cross-section data; therefore future research should use panel data in order 
to confirm the obtained results over time.  Second, although this study proposes two 
measures of HR practices, it could be that other important variables remained un-
measured such as teamwork, decision-making, pay incentives, etc. Third, our paper 
is based on a sample of Montenegrin firms what limits possibility of providing general 
conclusion. Due, future research should use multiple countries data in order to 
overcome this limitation. Finally, future studies should identify relational pathway 




1. Beugelsdijk, S. (2008), “Strategic human resource practices and product innovation“, 
Organization Studies, Vol. 29 No. 6, pp. 821-847.  
2. Chen, C. and Huang, J. (2009), “Strategic human resource practices and innovation 
performance -The mediating role of knowledge management capacity“, Journal of 
Business Research, Vol. 62 No. 1, pp. 104-114. 
3. Greene, W. (2003), “Econometric Analysis”, Englewood Cliffs, Prentice Hall. 
4. Huselid, M.A., Jackson, S.E. and Schuler, R. S. (1997), “Technical and strategic human 
resource management effectiveness as determinants of firm performance“, Academy of 
Management Journal, Vol. 40 No. 1, pp. 171-188.  
5. Ichiniowski, C., Shaw, K. and Prenushi, G. (1997), “The effects of human resource 
management practices on productivity: a study of steel finishing lines”, American 
Economic Review, Vol. 87 No. 3, pp. 291-313. 
6. Laursen, K. and Foss, N. (2003), “New human resource management practices, 
complementarities and the impact on innovation performance“, Cambridge Journal of 
Economics, Vol. 27 No. 2, pp. 243 -263. 
7. OECD (2005), “Oslo Manual-Guidelines for Collecting and Interpreting Innovation Data”, 
Paris, OECD Publishing. 
8. Pekovic, S. and Galia, F. (2009), “From quality to innovation: Evidence from two French 
Employer Surveys“, Technovation, Vol. 29 No. 12, pp. 829–842. 
9. Rogers, M. (1998), “The Definition and Measurement of Innovation“, Melbourne Institute 
Working Paper No. 10/98.  
10. Youndt, M.A., Snell, S.A., Dean, J.W. and Lepak, D.P. (1996), “Human resource 
management, manufacturing strategy, and firm performance“, Academy of 












About the authors 
Dr Sanja Pekovic has a Ph.D. in Economics from the University Paris-EST. She is 
Assistant Professor at the University of Montenegro. Between 2006 and 2011, she was 
Researcher at the Centre for Labour Studies (Centre d’Eudes de l’Emploi) and 
Lecturer at the University Paris-EST. In 2006, she obtained a Master’s degree from the 
Ecole Nationale Des Pontset Chaussées and University of Paris-EST Marne-la-Vallée. 
Her research interests are within the field of quality and environmental economics, 
economics of innovation, applied econometrics, and on this topic she has published 
in international journals. Author can be contacted at psanja@ac.me 
 
Dr Maja Bacovic is Professor of Macroeconomics and Economic Statistics at the 
University of Montenegro. She was President of the Council of the Statistical system of 
Montenegro from 2006-2011, member since 2011. Professor Bacovic was also 
President of the Board of Directors of Montenegro Stock Exchange from 2006-2008 
and senior analyst within Institute for Strategic Studies and Prognoses from 1999-2007, 
and member of several Economic Reforms Project Teams. She is author of two books 
and more than 40 papers. Bacovic is member of the Centre of Young Scientists and 
Department for Economic Research within Montenegrin Academy of Arts and 
Science. Author can be contacted at majab@ac.me 
 
Tatjana Stanovcic has a PhD in Economics from the University of Belgrade. She is a 
Professor at the Faculty of Tourism and Hotel Management where she preformed the 
function of Dean since 2007 till 2013. Stanovcic participates in research projects 
developed jointly with other departments of University of Montenegro but also 
closely collaborates with other faculty in the region. Her main research interest 
focuses on the analysis of the financial and accounting indicators in tourism and 
hotel management, and on this topic she has presented studies at national and 
international scientific congresses, which have been published in international 
journals. Author can be contacted at stanja@ac.me  
 
Dr Jelena Jovanovic graduated from the Faculty of Mechanical Engineering in 
Podgorica (department for production engineering) in 2000 and received the top 
honours for her results. She defended Master's degree in 2005 and Doctoral 
dissertation in 2009 at the Faculty of Mechanical Engineering, University of 
Montenegro. She published more than 40 articles in international journals and at 
international conferences. She also published more than 40 articles in national 
journals and at national conferences. She has worked at the Faculty of Mechanical 
Engineering, University of Montenegro since 2000 as a teaching assistant and in 2010 
she has become Assistant Professor. Author can be contacted at jelenajov@ac.me  
 
 
